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This  report  contains  13  audit  recommendations.   Major  issues 
addressed  in  the  report  include: 

►  Unallowable  costs  charged  to  federal  programs  for  job  service 
ofHces. 

►  Compliance  with  federal  regulations  related  to  the  Emer- 
gency Unemployment  Compensation  Act. 

►  Compliance  with  state  accounting  laws  and  policy  relating  to 
deferred  revenue,  expenditure  classiflcations,  and  allowance 
for  doubtful  accounts. 

Computer  access  controls. 

►  Transfer  of  $177,637  to  the  General  Fund  to  repay  overmatch 
on  job  training  programs. 
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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA) 
certificates. 

The  Single  Audit  Act  of  1984  and  0MB  Circular  A-128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A-128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1991  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

Helena,  MT  59620 
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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Labor 
and  Industry  for  fiscal  years  1990-91  and  1991-92.   The  report  includes  recom- 
mendations concerning  compliance  with  federal  regulations,  state  accounting  laws 
and  policies,  and  computer  access. 

The  written  response  to  audit  recommendations  are  included  at  the  end  of 
the  audit  report.   We  thank  the  commissioner  and  the  department  staff  for  their 
cooperation  and  assistance  throughout  the  audit. 


Respectfully  submitted, 


Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


We  recommend  the  department 

A.  Only  charge  allowable  expenditures 
to  federal  programs. 

Agency  Response:  Concur.  See  page  B-4. 

B.  Determine  if  additional  costs  exist 

to  charge  federal  programs 


Agency  Response:   Partially  Concur.  See  page  B-4. 
We  recommend  the  department: 

A.  Pay  EUCA  benefits  only  to  eligible 
individuals. 

Agency  Response:  Concur.  See  page  B-5. 

B.  Develop  written  procedures  for  the 
work  search  documentation  review. 

Agency  Response:  Concur.  See  page  B-6. 

C.  Provide  additional  training  to  employees 
to  ensure  the  department  complies  with 
federal  and  state  regulations  related 

to  EUCA 


Agency  Response:  Partially  Concur.  See  page  B-6. 

We  recommend  the  department  establish  procedures 
to  ensure  the  accuracy  and  completeness  of  the 
SFFA  submitted  to  the  Governor's  Office 


12 


Agency  Response:  Partially  Concur.  See  page  B-7. 

We  recommend  the  department: 

A.     Determine  the  source  of  the  funds  in 

the  deferred  revenue  account  and  make  any 
necessary  reversions  to  the  General  Fund. 

Agency  Response:   Partially  Concur.  See  page  B-7. 
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Summary  of  Recommendations 

B.      Record  collections  from  rental  income  on 
the  accounting  records  as  revenue  in  the 
appropriate  revenue  class 15 

Agency  Response:  Concur.  See  page  B-8. 

Recommendation  #5  We  recommend  the  department: 

A.  Monitor  and  adjust  its  cost  allocations 
to  cover  actual  expenses  of  central 
operations. 

Agency  Response:  Concur.   See  page  B-8. 

B.  Adjust  accounting  records  to  reflect  fund 

balance  for  amounts  earned  in  previous  years 16 

Agency  Response:  Concur.  See  page  B-8. 

Recommendation  #6  We  recommend  the  department  transfer  $177,637 

to  the  General  Fund  to  repay  overmatch  on  job 
training  programs 17 

Agency  Response:  Concur.  See  page  B-9. 

Recommendation  #7  We  recommend  the  department  properly  record 

assets  purchased  which  are  of  a  nonconsumable 
nature  and  have  an  estimated  life  of  more  than 
one  year  as  equipment  expenditures 18 

Agency  Response:   Do  Not  Concur.  See  page  B-9. 

Recommendation  #8  We  recommend  the  department  record  transactions 

on  the  accounting  records  to  present  the  reimburse- 
ment for  the  amount  of  disability  benefits  and 
medical  payments  due  the  department  in  accordance 
with  state  law 19 

Agency  Response:   Partially  Concur.  See  page  B-9. 

Recommendation  #9  We  recommend  the  department  record  its  financial 

activity  on  SEAS  in  accordance  with  state  account- 
ing laws  and  polices 22 

Agency  Response:  Concur.  See  page  B- 10. 
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Summary  of  Recommendations 

We  recommend  the  department  suspend  terminated 

employees'  access  to  computer  systems  and  data 

on  a  timely  basis 24 

Agency  Response:  Concur.  See  page  B- 10. 

We  recommend  the  department  either  reprogram 

the  BEAR  system  to  limit  access  to  specific 

data  or  establish  other  procedures  to  ensure 

employees  access  only  data  screens  required 

to  perform  their  work 25 

Agency  Response:   Partially  Concur.  See  page  B- 11. 

We  recommend  the  department  comply  with 

line-item  provisions  of  the  appropriations 

laws 26 

Agency  Response:   Partially  Concur.  See  page  B- 11. 

We  recommend  the  department  comply  with  the 

mine  map  law  or,  if  necessary,  seek  legislation 

to  clarify  the  law 27 

Agency  Response:   Concur.  See  page  B-12. 


Recommendation  #10 


Recommendation  #11 


Recommendation  #12 


Recommendation  #13 
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Introduction 


Introdnction 


We  performed  a  financial-compliance  audit  of  the  Department 
of  Labor  and  Industry  for  the  two  fiscal  years  ended  June  30, 
1992.  The  objectives  of  the  audit  were  to: 

1 .  Make  recommendations  for  improvements  in  the  manage- 
ment and  internal  accounting  controls  of  the  department. 

2.  Determine  department  compliance  with  applicable  laws  and 
regulations. 

3.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

4.  Determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  department  for  the  two  fiscal 
years  ended  June  30,  1992. 

This  report  contains  13  recommendations  to  the  department. 
These  recommendations  address  areas  where  management,  inter- 
nal control,  and  compliance  with  laws  and  regulations  can  be 
improved.   Other  areas  of  concern  deemed  not  to  have  a  signifi- 
cant effect  on  the  successful  operations  of  the  department  are 
not  specifically  included  in  the  report,  but  have  been  discussed 
with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed,  if  significant,  the  costs  of  implementing  the  recom- 
mendations made  in  this  report. 


Background 


The  Department  of  Labor  and  Industry  (department)  was  created 
by  the  Executive  Reorganization  Act  of  1971.   The  department 
operates  as  a  part  of  a  national  employment,  unemployment  insur- 
ance benefits,  and  training  system  that  assists  individuals  in 
preparing  for  and  finding  jobs,  assists  employers  to  find 
workers,  and  assists  workers  with  benefits  if  they  are  tempo- 
rarily unemployed  through  no  fault  of  their  own. 


Additionally,  the  department  enforces  state  and  federal  labor 
standards,  enforces  state  and  federal  health-safety  laws,  conducts 
research  and  collects  statistics  that  enable  strategic  planning,  and 
provides  adjudicative  services  in  labor-management  disputes. 
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Introduction 


The  department  had  approximately  $100  million  of  expenditures 
and  transfers  out  and  $107  million  of  revenue  and  transfers  ifi 
for  fiscal  year  1991-92.  Included  in  the  expenditures  amount  is 
approximately  $31.6  million  of  federal  job  training  expenditures 
and  $52.9  of  Unemployment  Insurance  Benefit  expenditures. 
Federal  funds  are  the  source  for  $46.2  million  of  the  depart- 
ment's revenue  and  unemployment  insurance  contributions  and 
premiums  are  the  source  for  $44.1  million. 

Currently  the  department  is  organized  into  five  divisions  and  the 
Commissioner's  Office.   In  addition,  the  Human  Rights  Commis- 
sion and  Workers'  Compensation  Court  are  administratively 
attached  to  the  department.   A  brief  description  of  each  follows: 

Unemployment  Insurance  Division  -  operates  a  program 
designed  to  provide  short-term  economic  benefits  to  individuals 
who  are  unemployed  through  no  fault  of  their  own.  The  divi- 
sion manages  unemployment  programs  required  by  state  and 
federal  regulations.   The  division  provides  technical  assistance 
and  support  to  local  Job  Service  staff  in  regard  to  unemployment 
insurance  regulations  and  procedures  (98.9  full-time  equivalents 
[FTE]). 

Research.  Safety  and  Training  Division  -  provides  research, 
analysis,  and  planning  for  employment  activities  of  the  state's 
labor  force.   Additionally,  the  division  is  responsible  for  admin- 
istering job  training  programs  and  ensuring  job  safety  (61  FTE). 

Legal  Services  Division  -  provides  legal  assistance  to  the  depart- 
ment and  conducts  hearings  on  issues  involving  workers'  com- 
pensation, classification  appeals,  and  unemployment  insurance 
appeals  (18  FTE). 


Job  Service  Division  -  provides  a  broad  range  of  employment 
and  job  training  programs  through  a  network  of  23  community 
Job  Service  offices  (346.2  FTE). 

Employment  Relations  Division  -  provides  regulation,  compli- 
ance, investigation,  and  administration  of  the  state's  labor,  wage 
and  hour,  workers'  compensation,  and  unemployment  insurance 
regulations  and  laws  (61.25  FTE). 

During  the  creation  of  the  State  Compensation  Mutual  Insurance 
Fund  by  the  1989  Legislature,  all  regulatory  functions  dealing 
with  workers'  compensation  were  assumed  by  the  Employment 
Relations  Division. 
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Introduction 


The  Commissioner's  Office  -  comprised  of  the  commissioner  and 
three  offices:   Information  Services,  Budget  and  Planning,  and 
Administrative  Support.  These  offices  provide  the  department 
with  support  services  related  to:   programming  and  basic  infor- 
mation service  for  the  department's  computers,  personnel,  pay- 
roll, accounting,  purchasing,  and  budgeting  and  planning 
(63.50  FTE). 

Human  Rights  Commission  -  is  responsible  for  enforcing  the 
Montana  Human  Rights  Act  and  the  Governmental  Code  of  Fair 
Practices.   The  commission  is  a  quasi-judicial  board.   It  has 
authority  to  adopt  administrative  rules  to  enforce  the  anti- 
discrimination laws  (10.25  FTE). 

Workers'  Compensation  Court  -  is  primarily  responsible  for  the 
adjudication  of  disputes  between  workers  and  insurance  carriers. 
The  court  serves  as  an  appeal  court  for  decisions  regarding 
occupational  disease  and  other  workers'  compensation  issues  for 
which  the  Department  of  Labor  and  Industry  has  administrative 
hearing  responsibility  (8  FTE). 
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Prior  Audit  Recommendations 


Prior  Audit  Recommen-  The  prior  financial-compliance  audit  of  the  Department  of 


dations 


Labor  and  Industry  (department)  and  the  State  Compensation 
Mutual  Insurance  Fund  (State  Fund)  for  the  two  fiscal  years 
ended  June  30,  1990  contained  18  recommendations.   Eleven  of 
the  eighteen  recommendations  were  addressed  to  the  department 
and  seven  were  addressed  to  the  State  Fund.   Since  the  depart- 
ment and  State  Fund  are  now  separate  entities  we  issue  separate 
audit  reports.  The  seven  recommendations  applicable  to  the 
State  Fund  have  been  addressed  in  the  State  Fund  audit  reports 
(audit  report  numbers  91-8A  and  92-30).   Of  the  nine  recom- 
mendations addressed  to  the  department  that  are  still  applicable, 
the  department  implemented  seven  and  partially  implemented 
two.  One  of  the  two  partially  implemented  prior  audit  recom- 
mendations relates  to  computer  access  controls,  which  is  again 
discussed  on  page  23  of  this  report. 

The  other  partially  implemented  recommendation  relates  to  the 
workers'  compensation  administrative  assessments.   The  depart- 
ment assesses  self  insured  employers,  private  insurance  carriers, 
and  the  State  Fund  for  the  administrative  costs  related  to 
enforcement  and  regulation  of  workers'  compensation  coverage 
in  Montana.   Because  the  fiscal  year  1991-92  assessment  was  not 
completed  until  March  of  1992,  the  department  obtained  inter- 
entity  loans  from  the  General  Fund  to  cover  operational  costs 
totalling  $2,034,000.   As  a  result,  the  General  Fund  lost  approxi- 
mately $34,647  of  interest  income. 

We  found  the  department  has  significantly  improved  its  billing 
procedures  for  the  assessments  and  for  fiscal  year  1992-93  the 
department  completed  the  assessment  in  November  of  1992. 
However,  the  department  still  obtained  inter-entity  loans  of 
$790,000  from  the  General  Fund  to  cover  the  operational  costs 
of  the  function,  so  the  General  Fund  is  still  losing  interest 
income.  The  department  should  continue  to  improve  procedures 
to  minimize  the  amount  of  loans  from  the  General  Fund. 
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Findings  and  Recommendations 


Federal  Compliance 


The  department  spent  approximately  $30  million  and  $41  million 
in  federal  assistance  moneys  in  fiscal  year  1990-91  and  1991-92, 
respectively.   The  federal  government  provides  assistance  for 
administration  of  the  unemployment  insurance,  emergency 
unemployment  benefits,  job  service  programs,  and  various  other 
job  training  programs.  The  following  report  sections  discuss 
issues  related  to  the  use  and  reporting  of  federal  funds. 


Unallowable  Costs 
Charged  to  Federal  Pro- 
grams 


During  our  audit  we  found  the  department  is  charging  federal 
programs  for  total  expenditures  of  some  job  service  office  build- 
ings regardless  of  whether  all  space  is  being  used  by  the  job 
service  office. 


During  fiscal  year  1990-91  and  1991-92,  approximately  nine  job 
service  offices  rented  out  portions  of  their  buildings  to  other 
divisions  of  the  department  and  the  State  Compensation  Mutual 
Insurance  Fund.  The  department  receives  revenue  for  these 
rentals  for  reimbursement  of  expenditures  including  rent,  utili- 
ties, repair  and  maintenance,  contracted  services,  and  telephone 
charges.  The  department  includes  nine  job  service  office  total 
building  expenditures  in  the  cost  distribution  system  which 
distributes  costs  to  various  federal  programs.   In  fiscal  year 
1990-91  the  revenues  received  for  the  rentals  were  not  counted 
as  program  income  or  netted  against  federal  expenditures. 

Federal  regulations  require  that  all  costs  charged  to  federal 
programs  must  be  necessary  and  reasonable  for  proper  and  effi- 
cient administration  of  the  grant  programs  and  must  be  net  of  all 
applicable  credits.   Federal  regulations  do  allow  the  department 
to  charge  federal  programs  for  the  cost  of  space  in  privately  or 
publicly  owned  buildings  used  for  the  benefit  of  the  federal 
program.   The  department,  however,  is  charging  federal  pro- 
grams for  operational  costs  for  portions  of  the  buildings  not  used 
for  the  job  services  and  not  benefiting  the  federal  programs.   As 
a  result,  several  federal  programs  have  been  charged  for 
unallowable  costs. 
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Findings  and  Recommendations 


In  fiscal  year  1990-91  the  department  received  $62,047  of  reve- 
nue related  to  rental  of  the  job  service  offices.  Since  the  major- 
ity of  job  service  office  expenditures  are  charged  to  federal 
programs,  we  estimate  $60,379  of  unallowable  costs  have  been 
charged  to  the  following  federal  programs  and  we  question  the 
allowability  of  the  costs. 


Table  1 

Schedule  of  Unallowable  Costs 

Charged 

to 

Federal  Programs  Fiscal  Year 

1990-91 

Program 

CFDA# 

Name 

Amount 

17.207 

Wagner  Peyser 

$28,771 

17.801 

Disabled  Veterans  Outreach  Program 

1,638 

17.804 

Local  Veterans  Employment  Representat 

ive 

2,879 

17.225 

UI  Base 

9,617 

10.551 

Food  stamps 

1,495 

*17.250 

World  of  Work 

267 

17.225 

Trade  Adjustment  Assistance 

205 

17.207 

Targeted  Job  Tax  Credit 

714 

17.203 

Labor  Certification 

223 

10.551 

Project  Work 

2,842 

•17.250 

JTPA  II 

8,625 

17.246 

EDWAA 

1,049 

17.250 

JTPA  Title  II 

1,092 

13.808 

Jobs 

962 

TOTAL 

$60,379 

•subgrants  received  from  state  agencies 

Source: 

Compiled  by  the  Office  of  the  Legislative 

Auditor 

For  fiscal  year  1991-92  the  department  excluded  the  amount  of 
rental  income  received  from  the  amounts  charged  to  federal 
programs. 

Department  personnel  stated  they  have  other  costs  that  could  be 
charged  to  the  federal  programs  that  offset  the  unallowable 
charges.  The  department  should  determine  if  additional  allow- 
able costs  exist  and,  if  so,  these  costs  should  be  charged  to  fed- 
eral programs.  Only  allowable  costs  that  directly  benefit  federal 
programs,  such  as  the  portion  of  buildings  used  by  the  job  ser- 
vice offices,  should  be  charged  to  the  federal  programs  (see 
related  report  section  on  page  13). 
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Recommendation  #1 

We  recommend  the  department: 

A.  Only  charge  allowable  expenditures  to  federal  pro- 
grams. 

B.  Determine  if  additional  costs  exist  to  charge  federal 
programs. 


Emergency  Unemployment 
Compensation  Act 


The  Emergency  Unemployment  Compensation  Act  (EUCA)  is  a 
federal  program  (CFDA  #17.225)  passed  by  Congress  in  Novem- 
ber 1991  to  increase  the  number  of  weeks  people  could  receive 
unemployment  benefits.   In  the  eight  months  of  fiscal  year  1991- 
92  that  EUCA  was  in  effect,  the  department  paid  $10,345,326  of 
additional  benefits.  To  be  eligible  for  EUCA  benefits,  indi- 
viduals provide  written  evidence  of  a  systematic  and  sustained 
effort  to  obtain  work  for  each  benefit  week. 


During  our  audit  we  found  the  department  does  not  have  ade- 
quate procedures  for  reviewing  work  search  documentation  to 
ensure  compliance  with  federal  and  state  requirements.   In 
addition,  the  department  issued  warnings  to  people  who  were  not 
eligible  according  to  federal  regulations  because  of  inadequate 
work  search  documentation,  yet  the  individuals  still  received 
benefit  payments.  These  issues  are  discussed  in  the  following 
two  sections. 


Warning  System 


In  January  of  1992,  the  department  developed  procedures  to 
issue  a  warning  rather  than  withhold  payments  to  individuals 
who  submit  work  search  documentation  that  is  not  in  compliance 
with  state  and  federal  regulations.  Department  personnel  esti- 
mated that  less  than  10  percent  of  the  estimated  40,000  work 
search  documents  submitted  by  individuals  and  reviewed  during 
fiscal  year  1991-92  were  given  warnings.  Originally  a  warning 
was  issued  for  each  type  of  error  made  in  work  search  documen- 
tation.  Department  personnel  believe  that  some  claimants 
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received  more  than  one  warning  for  the  same  type  of  error.   In 
May  1992  the  department  began  issuing  only  one  warning  which 
included  instructions  on  all  federal  and  work  search  require- 
ments. 

Federal  regulations  do  not  provide  for  a  warning  system.   In 
fact,  the  federal  regulations  state  that  "an  individual  shall  be 
ineligible  for  EUCA  benefits  the  week  the  individual  fails  to 
conduct  the  required  search  for  work.  .  ." 

The  individual's  ineligibility  continues  until  they  get  a  job,  earn 
four  times  their  weekly  benefit  amount  in  four  separate  weeks, 
and  are  separated  from  that  employment  through  no  fault  of 
their  own.   According  to  department  personnel,  the  warning 
system  was  established  because  of  the  severity  of  the  conse- 
quence of  inadequate  work  search.  The  department  wanted  to 
make  sure  claimants  were  not  cutoff  because  of  clerical  mistakes. 
To  comply  with  federal  regulations,  the  department  should  stop 
issuing  warnings  and  pay  EUCA  benefits  only  to  eligible  indivi- 
duals. 

Lack  of  Procedures  We  found  the  department  does  not  have  procedures  for  EUCA 

work  search  documentation  review  performed  at  the  UI  division 
headquarters.   For  example,  we  found  one  out  of  thirty  claims 
tested  where  an  individual  received  benefits  although  their  work 
search  documentation  contained  work  search  contacts  with  the 
same  two  employers  within  a  two-week  period.  State  regulations 
do  not  allow  repeated  contacts  with  the  same  employer  within  a 
two-week  period.  The  person  was  not  declared  ineligible  and 
received  $386  of  benefits  for  the  week  in  which  the  repeated 
contacts  were  made. 

Federal  regulations  require,  at  a  minimum,  evidence  be  obtained 
that  includes  a  list  of  the  number  of  employer  contacts  the  state 
has  determined  to  be  evidence  of  a  sustained  search  for  work 
during  such  weeks.  The  state  defines  a  sustained  effort  for 
Montana  residents  as  at  least  two  work  search  contacts  every 
week  and  repeated  contacts  with  the  same  employer  within  a 
two-week  period  are  not  acceptable. 
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Department  personnel  said  the  error  was  overlooked  by  the 
person  reviewing  the  documentation  and  could  be  the  result  of 
the  many  people  involved  in  the  work  search  review  process  and 
the  lack  of  any  written  procedures.  The  department  should 
provide  training  and  develop  written  procedures  to  ensure  the 
work  search  documentation  review  is  in  accordance  with  state 
and  federal  regulations. 


Recommendation  #2 

We  recommend  the  department: 

A.  Pay  EUCA  benefits  only  to  eligible  individuals. 

B.  Develop  written  procedures  for  review  of  work 
search  documentation. 

C.  Provide  additional  training  to  employees  to  ensure 
the  department  complies  with  federal  and  state 
regulations  related  to  EUCA. 


Schedule  of  Federal  Department  accounting  personnel  prepare  a  Schedule  of  Federal 

Financial  Assistance  Financial  Assistance  (SFFA)  each  fiscal  year.   The  schedule 

shows  expenditures  of  federal  funds  by  type  of  assistance,  listed 
according  to  a  catalog  number  assigned  by  the  federal  govern- 
ment.  Federal  regulations  require  recipients  of  federal  assistance 
to  report  all  federal  financial  assistance  expended  each  fiscal 
year.  The  regulations  require  the  state,  including  the  depart- 
ment, to  accurately  report  the  total  amount  of  federal  expendi- 
tures. 

The  Governor's  Office  compiles  schedules  from  each  state 
agency  into  a  single  SFFA  for  the  state  of  Montana.  We  audit 
and  express  an  opinion  on  the  state  of  Montana  SFFA  in  our 
biennial  Single  Audit  report.   To  avoid  double  counting  federal 
expenditures,  the  Governor's  Office  eliminates  all  subgrants  of 
federal  funds  that  have  already  been  reported  as  federal  expend- 
itures on  the  SFFA.  To  facilitate  this  elimination,  agencies 
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should  indicate  on  their  SFFA  federal  money  that  is  received  as 
a  subgrant  that  has  already  been  reported  as  federal  expenditures 
on  the  state's  SFFA. 

The  department  records  expenditures  for  JTPA  Title  IIA  (CFDA 
#17.250)  when  they  subgrant  money  to  a  private  corporation 
which  subgrants  some  of  the  money  back  to  the  department. 
The  department  records  expenditures  again  when  this  money  is 
disbursed  by  the  department  to  participants.  The  fiscal  year 
1990-91  SFFA,  prepared  by  the  department  and  submitted  to  the 
Governor's  Office,  includes  both  sets  of  expenditures  as  a  direct 
grant.  As  a  result,  the  amount  reported  on  the  fiscal  year  1990- 
91  SFFA  for  JTPA  Title  IIA  is  overstated  by  $4,129,354. 

Department  personnel  indicated  that  since  they  receive  some  of 
the  federal  portion  twice,  but  in  different  roles,  they  believed  it 
all  should  be  recorded  on  the  SFFA.  To  avoid  overstating  the 
SFFA  for  the  state,  the  amounts  subgranted  back  to  the  depart- 
ment should  be  identified  on  the  schedule  as  a  subgrant  so  it  is 
eliminated  on  the  single  SFFA  for  the  state.  The  department 
recorded  the  subgrant  correctly  on  the  fiscal  year  1991-92  SFFA. 

We  also  found  the  amount  on  the  fiscal  year  1990-91  SFFA  for 
several  programs  did  not  include  current  year  disbursements  for 
obligations  of  the  previous  year.   Department  personnel  indi- 
cated that  the  person  who  had  prepared  the  fiscal  year  1990-91 
SFFA  was  no  longer  with  the  department  and,  therefore,  could 
not  explain  why  he  chose  not  to  include  the  prior  year  expendi- 
ture adjustments  on  the  schedule.   As  a  result,  the  federal  pro- 
grams were  misstated  by  the  amounts  in  table  2  shown  on  the 
following  page. 
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Table   2 

Prior  Year  tanunts 

Excluded  fro«i 

the  Schedule  of 

Federal  Financial 

Assistance  F 

iscal  Year  1990-91                         1 

PROGRAM 

CFOA# 

Misstatement 

FOOD   STAMPS 

10.551 

$       5,465 

UI    BASE 

17.225 

2,734 

WAGNER  PEYSER 

17.207 

8,752 

TITLE    IIA 

17.250 

58,844 

JTPA  TITLE   III 

17.246 

(101,420) 

CURRENT  UNEMP.    STATS 

17.002 

114 

LOCAL  AREA  UNEMP.   STATS 

17.002 

205 

OCCUPATIONAL  EMPLY.   STATS 

17.002 

104 

EEOC 

30.002 

1,401 

JOBS 

13.808 

7,112 

OSHA  CONSULTATION 

17.500 

(2,794) 

MSHA  MINING 

17.600 

(8,690) 

Source:     Coi^iiled  by  the  Office  of  the 

Legislative  Auditor 

In  addition  to  the  misstatements  discussed  above,  we  found  the 
following  instances  where  the  amounts  reported  on  the  SFFA 
were  not  correct: 

—  The  department  omitted  the  unemployment  insurance  por- 
tion of  the  Audit  Bureau's  operating  costs  of  $78,149  from 
the  expenditure  amount  reported  for  the  Unemployment 
Insurance  Base  Grant  (CFDA  #17.225)  on  the  fiscal  year 
1990-91  SFFA.   Department  personnel  indicated  the  error 
occurred  because  of  a  reorganization. 

—  $1,152  and  $1,564  in  fiscal  years  1990-91  and  1991-92, 
respectively,  of  JTPA  Title  III  (CFDA  #17.246)  expend- 
itures were  included  as  JTPA  Title  IIA  (CFDA  #17.250) 
expenditures. 

--     The  amount  reported  on  the  SFFA  for  federal  employee  and 
ex-military  UI  benefit  payments  (CFDA  #17.225)  is  over- 
stated by  $3,000  in  fiscal  year  1990-91  and  understated  by 
$136,235  in  fiscal  year  1991-92. 

These  types  of  errors  may  have  been  prevented  or  detected  by 
review  procedures  of  the  SFFA.   To  ensure  the  accuracy  of  the 
SFFA  submitted  to  the  Governor's  Office,  the  department  should 
identify  all  federal  moneys  received  as  a  subgrant  on  the  SFFA 
and  establish  procedures  to  ensure  the  accuracy  and  completeness 
of  the  SFFA  submitted  to  the  Governor's  Office. 
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Recommendation  #3 

We  recommend  the  department  establish  procedures  to 
ensure  the  accuracy  and  completeness  of  the  SFFA 
submitted  to  the  Governor's  Office. 


Accounting  Issues 


The  department's  financial  information  is  used  by  department 
personnel  and  others  to  manage  and  establish  funding  levels  for 
the  department.  Section  17-1-102(5),  MCA,  states,  "All  state 
agencies.  .  .shall  input  all  necessary  transactions  to  the  account- 
ing system.  .  .  before  the  accounts  are  closed  at  the  end  of  the 
fiscal  year  in  order  to  present  the  receipt,  use,  and  disposition  of 
all  money  and  property  for  which  the  agency  is  accountable  in 
accordance  with  generally  accepted  accounting  principles.  .  ." 


In  addition,  the  Department  of  Administration,  Accounting  and 
Management  Support  Division,  establishes  state  accounting 
policy  as  outlined  in  the  Montana  Operations  Manual  (MOM). 
Accounting  for  financial  activity  in  accordance  with  these 
requirements  improves  the  quality,  consistency,  and  compar- 
ability of  the  resulting  financial  information  within  and  between 
state  agencies.  The  following  sections  discuss  instances  where 
the  department  did  not  comply  with  state  accounting  policy  and 
law. 


Deferred  Revenue  Balance 


At  June  30,  1992,  the  department  had  a  total  of  $1,154,109  of 
deferred  revenue  recorded  on  the  accounting  records  in  the 
Special  Revenue  and  Internal  Service  Funds.   According  to  state 
accounting  policy,  deferred  revenue  identifies  amounts  where 
the  cash  has  been  received  or  a  valid  receivable  exists  but  for 
which  the  revenue  has  not  been  earned.   The  effect  of  deferring 
revenue  decreases  revenue  and  ending  fund  balance.   During  the 
audit  we  found  three  instances  discussed  below  where  the 
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department  inappropriately  deferred  revenue.  Each  of  the  three 
instances  involve  different  circumstances;  however,  the  effect  of 
understating  ending  fund  balance  is  similar. 

Unidentified  Account  At  June  30,  1992,  the  department  had  a  deferred  revenue  bal- 

Balance  ance  of  $405,640  in  a  federal  special  revenue  accounting  entity. 

According  to  department  officials,  the  source  of  a  majority  of 
this  balance  cannot  be  specifically  identified. 

Department  personnel  indicated  to  us  that  the  deferred  revenue 
balance  has  four  sources: 

1.  the  amount  deferred  at  the  end  of  each  fiscal  year  related  to 
federal  assistance  that  has  been  received  but  not  earned; 

2.  revenue  received  from  the  rental  of  job  service  offices  (see 
related  report  section  on  page  5); 

3.  an  unreconciled  fund  balance  that  relates  back  to  fiscal  year 
1984-85  when  the  department  changed  from  a  cost  account- 
ing system  to  the  Statewide  Budgeting  and  Accounting 
System  (SBAS),  and 

4.  residual  fund  balance. 

We  reviewed  the  account  balance  recorded  on  SBAS  for  deferred 
revenue  in  the  accounting  entity  and  found  the  following: 


Deferred 

revenue 

Increase  (decrease) 

At  June  30: 

balance 

between  vears 

1986 

$           0 

$             0 

1987 

0 

0 

1988 

522,334 

522,334 

1989 

592,105 

69,771 

1990 

578,582 

(13,523) 

1991 

569,221 

(9,361) 

1992 

405,640 

(163,581) 

Department  personnel  determined  that  $431  of  the  deferred 
revenue  included  in  the  $405,640  balance  relates  to  fiscal  year 
1991-92  federal  receipts  received  where  the  expenditures  have 
not  been  incurred.   Any  amount  of  the  balance  that  should  not 
have  been  deferred  lowers  the  fund  balance  inappropriately. 
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Department  personnel  did  set  forth  several  combinations  of 
possibilities  for  $365,441  of  the  balance.  These  possibilities 
include  prior  years'  miscellaneous  revenue,  transition  from  an 
old  federal  cost  accounting  system,  and  residual  fund  balance. 

The  department  records  revenue  received  from  job  service  rental 
as  miscellaneous  revenue  when  received,  but  later  backs  out  the 
revenue  and  either  puts  it  into  deferred  revenue  or  records  the 
revenue  at  the  Architecture  and  Engineering  (A&E)  Division  of 
the  Department  of  Administration.   A&E  uses  the  revenue  to  pay 
for  capital  construction  projects  at  job  service  offices. 

Department  personnel  estimated  that  the  department  received 
approximately  $62,047  and  $84,743  in  fiscal  year  1990-91  and 
1991-92,  respectively,  in  rental  income.   As  a  result,  revenue 
recorded  on  SBAS  is  understated  by  those  same  amounts.  The 
department  records  expenditures  in  the  Unemployment  Insur- 
ance Administrative  Tax  Fund  when  federal  revenues  are  not 
available.  Therefore,  department  officials  indicated  they  would 
like  to  clean  up  this  problem  by  making  one  entry  to  reduce  the 
expenditures  in  the  UI  Administrative  Tax  Fund  and  eliminate 
the  deferred  revenue  balance. 

The  department  should  determine  the  specific  source  of  the 
$405,640  balance.   Any  amounts  related  to  federal  programs 
should  be  returned  to  the  federal  grantor.  Any  amounts  that  the 
department  cannot  locate  the  source  should  revert  back  to  the 
General  Fund  as  required  by  state  law. 
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Recommendation  #4 

We  recommend  the  department: 

A.  Determine  the  source  of  the  funds  in  the  deferred 
revenue  account  and  make  any  necessary  reversions 
to  the  General  Fund. 

B.  Record  collections  from  rental  income  on  the 
accounting  records  as  revenue  in  the  appropriate 
revenue  class. 


Excess  Cost  Allocations  The  department  operates  central  management,  accounting  and 

data  processing  functions  and  charges  these  operations  to  the 
department's  various  programs  using  a  cost  allocation  plan.  The 
department  calculates  the  allocations  from  each  program  to 
central  operations  based  on  the  budget  of  the  central  operations. 
Department  personnel  record  the  allocations  paid  by  the  pro- 
grams for  central  operations  in  the  Internal  Service  Fund. 

We  noted  the  department  accounting  records  showed  $403,393  in 
deferred  revenue  in  the  Internal  Service  Fund  at  June  30,  1992 
which  should  be  recorded  as  fund  balance.   According  to 
generally  accepted  accounting  principles,  revenue  should  be 
deferred  if  receipts  exceed  the  amount  earned  prior  to  the  end  of 
the  fiscal  year.  Since  the  department  bases  the  payments  to  the 
Internal  Service  Fund  on  a  cost  allocation  plan,  the  payments 
received  by  the  Internal  Service  Fund  should  be  recognized  as 
revenue  even  if  the  payments  exceed  the  expenses  of  the  Internal 
Service  Fund.  The  department  has  deferred  the  excess  of  cost 
allocation  payments  over  central  operations  costs  over  several 
years. 

Department  officials  attributed  the  growing  balance  in  the 
Internal  Service  Fund  to  a  defect  in  the  current  cost  allocation 
plan.   Officials  said  the  current  plan  addresses  imbalances 
incurred  through  an  adjustment  in  the  following  year;  however, 
the  plan  did  not  base  the  adjustment  on  the  difference  between 
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the  amounts  paid  and  expended  for  central  operations.   As  a 
result,  the  annual  adjustments  to  the  cost  allocation  plan  were 
not  sufficient  to  balance  allocations  to  the  costs  of  central  opera- 
tions, the  officials  said.  Since  most  program  funding  comes 
from  federal  sources,  it  appears  the  department  has  overcharged 
the  federal  government  for  the  costs  of  central  operations. 

Department  officials  said  the  department  will  submit  a  revised 
cost  allocation  plan  for  approval  by  federal  authorities  in 
December  1992.  Officials  believe  the  new  plan  will  make  it 
possible  to  maintain  a  balance  between  allocations  and  costs  of 
central  operations.   Department  personnel  should  monitor  alloca- 
tions and  make  annual  adjustments  to  balance  allocations  and 
costs.   In  addition,  the  department  should  record  fund  balance 
rather  than  deferred  revenue  for  the  differences  realized  in 
previous  years. 


Recommendation  #5 

We  recommend  the  department: 

A.  Monitor  and  adjust  its  cost  allocations  to  cover 
actual  expenses  of  central  operations. 

B.  Adjust  accounting  records  to  reflect  fund  balance  for 
amounts  earned  in  previous  years. 


General  Fund  Match  The  department  administers  job  training  programs  for  indi- 

viduals on  public  assistance.   These  programs  are  part  of  an 
interagency  effort  with  the  Department  of  Social  and  Rehabilita- 
tion Services  (SRS)  to  help  those  on  public  assistance  achieve 
economic  self  sufficiency.  The  programs  receive  both  federal 
and  state  funding.   At  June  30,  1992,  the  department  recorded 
$177,637  in  deferred  revenue  in  the  two  Special  Revenue  Fund 
accounts  associated  with  these  programs.   Under  generally 
accepted  accounting  principles,  revenue  can  be  deferred  if  the 
receipts  pay  for  services  which  have  not  yet  been  provided.   In 
discussions  with  department  personnel,  we  confirmed  that  the 
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deferred  revenue  amount  includes  payments  to  the  department 
for  services  which  have  already  been  provided.   Therefore,  the 
department  should  have  recorded  revenue  for  these  receipts. 
Since  the  deferred  revenue  amount  accumulated  in  fiscal  years 
prior  to  fiscal  year  1991-92,  the  $177,637  should  be  recorded  as 
fund  balance  rather  than  deferred  revenue. 

Department  officials  said  the  deferred  revenue  balance  resulted 
from  budgetary  procedures  which  provided  appropriations  for 
General  Fund  match  at  both  agencies.  SRS  paid  for  job  training 
services  provided  through  the  department  with  federal  funds  and 
a  General  Fund  match.   For  some  expenditures  at  the  department 
for  which  SRS  paid  with  both  federal  and  General  Fund  moneys, 
the  department  also  matched  with  General  Fund  when  paying 
for  the  services,  the  officials  said.   According  to  the  officials, 
the  department  has  discussed  the  matter  with  SRS  and  decided 
the  deferred  revenue  in  these  accounts  should  be  transferred  to 
the  General  Fund.   According  to  department  personnel,  they 
made  the  transfer  in  January  of  1993. 


Recommendation  #6 

We  recommend  the  department  transfer  $177,637  to  the 
General  Fund  to  repay  overmatch  on  job  training  programs. 


Equipment  vs.  Operating  State  accounting  policy  requires  purchases  of  "new  and  replace- 

Expenditures  ment  equipment  which  is  of  a  nonconsumable  nature  and  has  an 

estimated  life  of  more  than  one  year"  be  classified  as  equipment 
expenditures.   State  accounting  policy  also  states  that  operating 
expenses  do  "not  include  the  purchase  of  assets  intended  for 
long-continued  use  or  possession." 

Beginning  in  fiscal  year  1988-89,  the  department  classified  all 
equipment  expenditures  under  $1,000  (such  as  computers, 
printers,  and  office  furniture)  as  operating  expenses  under  the 
object  of  expenditures  minor  tools,  instruments  and  equipment 
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and  data  processing  supplies.   As  a  result,  we  estimate  equipment 
expenditures  are  understated  and  operating  expenditures  over- 
stated by  $340,054  in  fiscal  year  1990-91  and  $365,646  in  fiscal 
year  1991-92. 

Department  personnel  indicated  that  accounting  for  equipment 
items  less  than  $1,000  as  operating  expenses  is  most  efficient  and 
it  was  their  interpretation  that  state  accounting  policy  does  not 
require  the  department  to  maintain  property  accountability  for 
equipment  costing  less  than  $1,000.   Although  state  accounting 
policy  does  not  require  the  department  to  maintain  property 
accountability  for  equipment  costing  less  than  $1,000,  the  de- 
partment is  still  required  to  record  equipment  which  is  of  a 
nonconsumable  nature  and  with  an  estimated  life  of  more  than 
one  year  as  equipment  expenditures. 


Recommendation  #7 

We  recommend  the  department  properly  record  assets 
purchased  which  are  of  a  nonconsumable  nature  and  have 
an  estimated  life  of  more  than  one  year  as  equipment 
expenditures. 


Accounts  Receivable  from 
Uninsured  Employers 


The  department  administers  an  uninsured  employers'  fund 
created  to  pay  benefits  to  injured  employees  of  uninsured 
employers.  The  department  pays  the  injured  employees  for 
benefits  and  medical  claims  the  employee  would  have  received  if 
the  employer  had  been  insured.   The  department  then  bills  the 
uninsured  employer  for  the  amount  paid  to  the  employee.  The 
collection  rate  from  the  uninsured  employers  is  estimated  at 
10  percent.  In  fiscal  years  1990-91  and  1991-92,  the  department 
established  an  allowance  for  doubtful  accounts  in  the  uninsured 
employers'  fund  for  90  percent  of  disability  benefits  and  medical 
claims  the  department  has  paid  and  billed  to  uninsured 
employers.  According  to  state  accounting  policy,  an  allowance 
for  doubtful  accounts  is  established  to  reflect  the  part  of  the 
accounts  receivable  that  is  estimated  to  be  uncollectible.  In  this 
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instance;  however,  the  department  had  never  established  a 
receivable  for  the  total  amount  of  disability  benefits  and  medical 
claims  the  department  has  paid  that  have  not  been  reimbursed  by 
the  uninsured  employers. 

As  a  result  of  the  allowance  being  established  without  the  origi- 
nal entry  to  offset  the  allowance,  accounts  receivable  and 
revenue  are  understated  in  fiscal  year  1990-91  by  $246,739  and 
understated  in  fiscal  year  1991-92  by  $973,332.   In  fiscal  year 
1992-93,  the  department  reversed  the  entry  for  the  allowance. 
Department  personnel  were  not  sure  why  the  allowance  was 
originally  established  in  fiscal  year  1990-91. 

Without  the  original  receivable  entry  to  offset  the  allowance 
entry,  the  department  is  not  in  compliance  with  the  state  law 
that  requires  the  department  to  ensure  accounting  records  are  in 
accordance  with  generally  accepted  accounting  principles. 
Department  personnel  stated  that  a  receivable  is  not  recorded  for 
the  portion  of  any  claim  that  an  employer  is  paying  because  it  is 
not  revenue  activity  to  the  fund.   We  believe;  however,  since  the 
purpose  of  the  fund  is  to  pay  benefits  to  injured  workers  of 
uninsured  employers,  the  department  should  consider  one  of  the 
following  two  options.   The  department  should  either  establish  a 
receivable  for  the  entire  amount  of  the  disability  benefits  and 
medical  payments  due  the  department  and  record  the  allowance, 
or  establish  a  receivable  for  the  net  amount  of  receivable  that  the 
department  estimates  to  be  collectable. 


Recommendation  #8 

We  recommend  the  department  record  transactions  on  the 
accounting  records  to  present  the  reimbursement  for  the 
amount  of  disability  benefits  and  medical  payments  due  the 
department  in  accordance  with  state  law. 
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Other  Accounting  Issues  During  our  audit  we  found  the  following  additional  instances 

where  the  department  did  not  comply  with  state  law  and 
accounting  policies.   A  summary  of  the  misstatements  are  identi- 
fied in  table  3  on  page  22. 

During  fiscal  year  1987-88  department  personnel  deferred 
revenue  in  the  Unemployment  Insurance  Penalty  and 
Interest  Special  Revenue  Fund  accounting  entity  totalling 
$1,103,115  that  should  not  have  been  deferred  because  it 
had  been  earned  by  the  department.   As  a  result,  fiscal 
year  1987-88  revenue  is  understated  and  deferred  revenue 
is  overstated.   Because  no  correcting  entries  were  input 
until  fiscal  year  1991-92,  deferred  revenue  and  fund 
balance  are  overstated  and  understated,  respectively,  by 
$1,103,115  in  fiscal  years  1988-89,  1989-90,  and  1990-91. 

In  fiscal  year  1991-92  the  department  corrected  the 
deferral  using  a  prior  year  revenue  control  account  rather 
than  a  direct  entry  to  fund  balance.   As  a  result,  prior  year 
revenue  in  fiscal  year  1991-92  is  understated  by 
$1,103,115. 

During  fiscal  year  1991-92  the  department  recorded  a 
transaction  to  move  activity  related  to  uninsured 
employers  from  the  Expendable  Trust  Fund  to  the  Enter- 
prise Fund. 

When  the  department  recorded  this  transaction,  current 
year  control  accounts  were  used  rather  than  a  residual 
equity  transfer  as  required  by  state  accounting  policy.  As 
a  result,  fiscal  year  1991-92  prior  year  revenues  are  mis- 
stated by  $997,182  in  both  the  Enterprise  and  Expendable 
Trust  Funds. 

In  fiscal  year  1991-92  the  department  moved  all  activity 
related  to  unemployment  insurance  penalty  and  interest  to 
a  separate  accounting  entity.   While  moving  activity  relat- 
ed to  prior  year  revenue,  the  department  reduced  current 
year  revenue  rather  than  prior  year  revenue.   As  a  result, 
fiscal  year  1991-92  current  revenue  is  understated  and 
prior  year  revenue  is  overstated  in  the  Special  Revenue 
Fund  by  $470,343. 

During  fiscal  year-end  1990-91  department  personnel 
prepared  a  document  to  record  an  allowance  for  uncollect- 
ible accounts  of  $134,860  in  the  Workers'  Compensation 
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Regulation  accounting  entity.  The  document  was  rejected 
by  SBAS  processing  edits.   When  the  document  was 
corrected,  the  department  recorded  a  prior  year  revenue 
control  account  rather  than  current  year.   As  a  result, 
fiscal  year  1990-91  current  year  revenue  is  overstated  by 
$134,860  and  prior  year  revenue  is  understated  by  the 
same  amount  in  the  Special  Revenue  Fund. 

The  department  recorded  a  liability  for  compensated 
absences  in  its  Internal  Service  Fund  as  required  by  state 
policy.  To  offset  the  liability,  department  personnel 
recorded  an  asset  rather  than  nonbudgeted  expenditures  as 
required  by  state  accounting  policy.   As  a  result,  fiscal 
year  1991-92  fund  balance  is  overstated  by  $219,882  in 
the  department's  Internal  Service  Fund. 

During  fiscal  year  1990-91,  the  department  recorded 
interest  on  Montana's  balance  in  U.S.  Unemployment 
Trust  Fund  as  a  federal  revenue  classification  instead  of 
investment  earnings.   In  addition,  the  department  recorded 
reimbursements  of  unemployment  benefits  paid  to  federal 
employees  as  premium  contributions  instead  of  federal 
revenue.  As  a  result,  investment  earnings  were  under- 
stated by  $7,934,482,  contributions  and  premiums  were 
overstated  by  $3,463,113,  and  federal  revenues  were 
overstated  by  $4,471,369  in  fiscal  year  1990-91. 
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Table  3 

Schedule  of 
Fiscal 

Accouiting  Record  Hisstatenents 
Years  1990-91  and  1991-9? 

Fund 

Fiscal 
Year(s) 

Account/Classification 

Amount  of 
Misstatement 
Over/(Under) 

Special  Revenue 

1990-91 
1991-92 

Deferred  Revenue 
Fund  Balance 
Prior  Year  Revenue 

$  1,103,115 
(1,103,115) 
(1,103,115) 

Enterprise 
Expendable  Trust 

1991-92 
1991-92 

Prior  Year  Revenue 
Prior  Year  Revenue 

(997,182) 
997,182 

Special  Revenue 

1991-92 

Current  Year  Revenue 
Prior  Year  Revenue 

(470,343) 
470,343 

Special  Revenue 

1990-91 

Current  Year  Revenue 
Prior  Year  Revenue 

134,860 
(134,860) 

Internal  Service 

1991-92 

Fund  Balance 

Amount  to  be  Provided-Compensated 

Absences 

219.882 
219.882 

Expendable  Trust 

1990-91 

Investment  Earnings 
Contributions  &  Premiums 
Federal  Revenue 

(7,934,482) 
3,463,113 
4,471,369 

Source:     (Uiapiled  by  the  Office  of  the  Leg 

islative  Auditor 

Without  all  financial  activity  properly  recorded  on  SBAS,  the 
quality,  consistency,  and  comparability  of  the  resulting  financial 
information  is  affected.   Many  of  these  errors  resulted  from 
inadequate  review  of  SBAS,  lack  of  communication  between 
employees  within  the  department,  and  human  error.  The 
department  should  ensure  proper  recording  of  transactions  on 
the  state's  accounting  records. 


Recommendation  #9 

We  recommend  the  department  record  its  financial  activity 
on  SBAS  in  accordance  with  state  accounting  laws  and 
policies. 
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Computer  Access 
Controls 


In  the  prior  audit  we  reviewed  computer  assess  controls  estab- 
lished by  the  department.   We  made  a  three-part  recommenda- 
tion to  the  department  to  address  our  concerns.   We  have  deter- 
mined the  recommendation  is  partially  implemented.   Discussed 
in  the  following  report  sections  are  the  results  of  our  follow-up 
on  the  status  of  the  recommendation. 


Terminated  Employees 


During  our  review  we  found  instances  where  the  department  did 
not  follow  established  procedures  to  ensure  terminated 
employees'  access  to  systems  and  data  is  suspended  in  a  timely 
manner.  We  also  identified  three  instances  of  unauthorized 
access  to  critical  applications. 


We  found  44  out  of  49  terminated  personnel  still  had  access  to 
systems  and  data  two  weeks  after  their  employment  ended  with 
the  department.  Of  the  44  people,  9  still  had  access  at  least  one 
year  after  their  termination.   When  terminated  employees  access 
to  crucial  applications  is  not  suspended,  unauthorized  use  or 
alteration  of  data  and  programs  could  occur. 

For  example,  we  found  three  log-on  IDs  were  used  to  access 
critical  applications  after  the  personnel  who  were  assigned  the 
log-on  IDs  had  terminated  their  employment  with  the  depart- 
ment.  Department  personnel  could  not  explain  the  unauthorized 
access,  although  personnel  indicated  the  three  log-on  IDs  have 
now  either  been  cancelled,  suspended,  or  reissued.  According  to 
department  personnel,  one  of  the  three  log-on  IDs  had  been 
reported  to  the  state  security  officer.  The  department  should 
review  requested  changes  to  ensure  all  changes  submitted  to  the 
state  security  officer  are  completed. 

In  the  prior  audit  report  we  recommended  the  department 
develop  a  system  to  suspend  computer  access  of  terminated 
employees.  The  department  concurred  with  the  recommendation 
and  issued  policies  and  procedures  to  implement  the  recommen- 
dation. Department  personnel  did  not  know  why  the  employees' 
access  was  not  suspended,  although  two  recent  reorganizations 
and  a  major  system  conversion  account  for  most  of  the  problems. 
The  department  should  evaluate  the  adequacy  of  current  policies 
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to  ensure  that  terminated  employees'  access  is  suspended  in  a 
timely  manner. 


Recommendation  #10 

We  recommend  the  department  suspend  terminated 
employees'  access  to  computer  systems  and  data  on  a  timely 
basis. 


BEAR  System  Access  The  department  did  not  implement  a  prior  audit  recommenda- 

tion to  reprogram  the  Benefit  Application  Rewrite  (BEAR) 
system  to  limit  access  to  specific  data.   Unemployment  insurance 
benefits  are  tracked  on  the  BEAR  system.   This  system  provides 
for  seven  levels  of  access.  The  department  attempts  to  match  the 
access  levels  to  employee  job  duties;  however,  each  access  level 
is  cumulative,  so  an  individual  with  access  to  the  seventh  level 
has  access  to  all  prior  levels. 

We  reviewed  a  list  of  authorized  users  of  BEAR  and  found  that 
of  851  employees  with  access  to  the  BEAR  system,  249  users 
have  access  to  level  five  and  above.  Some  of  the  items  that  users 
have  the  ability  to  change  at  level  five  include  pay  order  com- 
pensation, the  amount  of  wages  claimed  in  a  period,  or  wages 
paid  in  a  period. 

State  law  requires  the  department  to  maintain  the  confidentiality 
of  unemployment  insurance  records.   Information  is  to  be 
released  only  to  authorized  employees  who  use  the  information 
in  the  performance  of  their  duties.  Since,  according  to  depart- 
ment personnel,  the  system  does  not  limit  access  to  the  specific 
level,  individuals  have  access  to  information  which  is  not  needed 
for  the  performance  of  their  job.  The  department  should  limit 
access  to  specific  data. 

Department  personnel  agree  that  the  current  access  system  is  not 
ideal,  however,  reprogramming  the  system  is  not  a  priority  for 
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the  department  because  of  the  many  programming  changes 
necessary  for  federal  regulations  related  to  unemployment 
insurance.   Department  personnel  estimated  the  cost  to  repro- 
gram  the  system  to  further  limit  access  is  $19,000. 

We  believe  that  given  the  monetary  risk  of  the  information  on 
BEAR  and  the  number  of  people  that  have  the  ability  to  change 
key  information,  the  department  should  make  the  programming 
change  a  priority,  or  determine  if  alternative  procedures  exist  to 
ensure  employees  access  only  data  screens  required  to  perform 
their  work. 


Recommendation  #11 

We  recommend  the  department  either  reprogram  the  BEAR 
system  to  limit  access  to  specific  data  or  establish  other 
procedures  to  ensure  employees  access  only  data  screens 
required  to  perform  their  work. 


State  Compliance 


During  our  audit  we  tested  compliance  with  certain  state  laws 
and  regulations  related  to  the  operation  of  the  department.   We 
noted  the  instances  discussed  below  where  the  department  did 
not  comply  with  provisions  of  state  laws  and  regulations. 


Jobs  for  Montana  Gradu- 
ates 


The  department  did  not  comply  with  one  restriction  of  a  line 
item  appropriation  related  to  the  Jobs  for  Montana  Graduates 
program.   In  Chapter  815,  Laws  of  1991,  the  department 
received  a  line-item  appropriation  of  $125,517  for  fiscal  year 
1991-92  for  a  Jobs  for  Montana  Graduates  program.  The 
restrictive  language  for  the  line  item  appropriation  requires  that, 
"Funds  appropriated  (in  line  item)  must  be  distributed  to  the 
office  of  public  instruction  for  administration  of  the  jobs  for 
Montana's  graduates  program." 


The  department  did  not  distribute  the  money  to  the  Office  of 
Public  Instruction  (OPI)  as  required.   In  an  agreement  between 
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the  Governor's  Office,  OPI,  and  the  department  it  was  agreed  to 
continue  to  administer  the  Jobs  for  Montana  Graduates  Program 
out  of  the  Job  Service  Division  at  the  department.   Department 
officials  said  the  agreement  was  made  to  reduce  the  amount  of 
time  and  energy  OPI  and  the  department  would  spend  transfer- 
ring funds  and  reports  back  and  forth.   Department  personnel 
also  indicated  that  the  program  and  funds  should  remain  at  the 
department  since  they  have  administered  the  program  from 
inception  in  April  of  1990,  and  they  understood  that  OPI  wanted 
the  department  to  continue  operating  the  program. 


Recommendation  #12 

We  recommend  the  department  comply  with  line-item 
provisions  of  the  appropriations  laws. 


Coal  Mine  Surveys  Section  50-73-206,  MCA,  states  "an  extension  of  the  last  preced- 

ing survey  of  every  mine  in  active  operation  shall  be  made  once 
every  6  months,  ...  the  changes  and  extensions  shall  be  entered 
on  the  copies  of  the  maps  of  the  department  or  new  copies 
furnished  it  within  30  days  after  the  last  survey  is  made." 

The  Mine  Safety  Section  does  not  have  procedures  in  place  to 
ensure  that  updated  surveys  of  mines  are  received  every  six 
months  as  required  by  state  law.   During  our  audit  work  we 
found  that  although  the  department  did  have  survey  maps  for 
the  seven  coal  mines  in  Montana,  the  maps  had  not  been  updated 
within  six  months  as  required  by  state  law.   As  a  result,  the 
department  is  not  in  compliance  with  state  law.   Department 
personnel  indicated  that  the  potential  exists  that  if  an  accident 
occurs  at  a  mine  the  department  would  not  have  an  updated  map 
for  the  use  of  rescue  workers. 

Department  officials  indicated  that  until  recently  all  coal  mines 
were  above  ground  and  the  bureau  did  not  need  the  information 
from  the  maps  for  surface  mines.   However,  the  type  of  mines 
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the  surveys  are  required  for  is  not  specified  in  the  law.   The 
department  should  either  establish  procedures  to  ensure  the 
surveys  are  received  every  six  months  or  review  the  purpose  and 
need  for  the  law  and,  if  necessary,  seek  legislation  to  clarify  the 
law. 


Recommendation  #13 

We  recommend  the  department  comply  with  the  mine  map 
law  or,  if  necessary,  seek  legislation  to  clarify  the  law. 
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Summary  of  Independent  Auditor's  Report 


Summaiy  of  Indepen-  The  financial  schedules  presented  are  prepared  from  the  State- 

dent  Auditor's  Report  wide  Budgeting  and  Accounting  System  (SBAS),  without  adjust- 

ments for  errors  noted  during  the  audit.  The  auditor's  opinion 
issued  in  this  report  is  intended  to  convey  to  the  reader  of  the 
financial  schedules  the  degree  of  reliance  which  can  be  placed  on 
the  amounts  presented. 

We  issued  an  unqualified  opinion  on  the  financial  schedules  for 
the  two  fiscal  years  1990-91  and  1991-92.   An  unqualified 
opinion  indicates  schedules  are  fairly  stated  in  all  material 
respects  and  the  user  can  rely  on  the  information  presented. 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Labor  and 
Industry  for  each  of  the  two  fiscal  years  ending  June  30,  1991  and  1992,  beginning  on  page  A -4. 
The  information  contained  in  these  schedules  is  the  responsibility  of  management.   Our  respon- 
sibility is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  pro- 
vides a  reasonable  basis  for  our  opinion. 

As  described  in  note  1  to  the  financial  schedules,  the  office's  financial  schedules  are 
presented  on  a  comprehensive  basis  of  accounting  other  than  generally  accepted  accounting  prin- 
ciples. The  schedules  are  not  intended  to  be  a  complete  presentation  and  disclosure  of  the 
department's  assets,  liabilities,  and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Labor  and 
Industry  for  the  two  fiscal  years  ending  June  30,  1991  and  1992,  in  conformity  with  the  basis  of 
accounting  described  in  note  1. 


Respectfully  submitted. 


i™ 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


October  7,  1992 
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DEPARTMENT  OF  LABOR  &  INDUSTRY 


FUND  BALANCE:  July  1,  1990 

ADDITIONS 
Fiscal  Year  1990-91 
Budgeted  Revenue  &  Transfers  In 
Nonbodgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue 
Prior  Year  Transfers  In  Adjustments 
Prior  Year  Expenditure  Adjustments 
Support  From  State  of  Montana 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1991-92 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue 

Prior  Year  Revenue  Adjustments 

Prior  Year  Transfers  In  Adjustments 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Total  Additions 


SCHEDULE  OF 

CHANGES  IN  FUND 

BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED 

JUNE  30.  1992 

Spec  i  a  I 

Debt 

Internal 

Revenue 

Service 

Enterprise 

Service 

Expendable 

General  Fund 

Funds 
$  1.245.413 

Funds 
S     0 

Funds 

Funds 
$   (3.628) 

Trust  Funds 

$      0 

$      0 

$  88.649.423 

$  177,752 

$36,235,269 

$149,911 

$2,426,434 

$  52.777.963 

44,446 

1,632 
24,564 

466,175 

14,437 

43,473 

(281) 

847,354 

(28) 

3,549 

173,690 

39,477,899 

100,363 

$1,965,565 

2,958,602 

62,365,548 

15,569 

(6,217) 

522,507 

1,302,136 

14,696 

(2.723,830) 

(385,911) 

19,752 

8,880 

1.500.000 

5.305.492 
81.238.432 

2.935.685 
6.212.266 

2,773.248 

250.274 

5.399.451 

112.889.405 

REDUCTIONS 
Fiscal  Year  1990-91 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditures 

Nonbudgeted  Prior  Year  Expenditure  Adjustments 
Nonbudgeted  Prior  Year  Transfers  Out  Adjustments 
Prior  Year  Revenue  Adjustments 
Cash  Transfers  Out 


Fiscal  Year  1991-92 

Budgeted  Expenditures  &  Transfers  Out 

Nonbudgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 

Nonbudgeted  Prior  Year  Expenditure  Adjustments 

Cash  Transfers  Out 

Support  to  State  of  Montana 

Direct  Entries  to  Fund  Balance' 

Total  Reductions 


1 


,083,989 

36,094,776 

1,632 

1,010,024 
101,682 

867,967 

39,323,086 

5,095 

25 

816,197 

37,493 

FUND  BALANCE:  June  30,  1992 


2.773.248 
$ 0 


$  5.915.127 


149,911 


100,363 


1,346,164 
1,434,665 


2.780.829 
$3.431.437 


2,426,433 
11,606 

(15,514) 

2,958,602 
14,696 


5.395.823 


48,670,615 

(1,696) 
19,128 
1,809,560 


54,735,873 
(223,228) 


9.734.935 
114.745.187 


J     $  86.793.641 


See  note  5. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  beginning  on  page  A-9. 
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DEPARTMENT  OF  LABOR  &  INDUSTRY 

SCHEDULE  OF  BUDGETED  REVENUE  AND  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

ENTERPRISE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Federal 

Licenses 

Charges 

Indirect 

and 

For 

Investment 

Fines  & 

Cost 

Permits 

Services 

Earnings 

Forfeits 

Recoveries 

$34,500 
36.086 


Sale  of 
Docunents, 
Merchandise 
&  Property 


$1,563,590 
1.342.713 


$  378,000 
392.542 


$  265,000 
(17.076) 


$  1.586     $  (220.877)    $   14.542     $  (282.076) 


$3,600,000 
7.245.147 

$3.645.147 


Contributions 
and  Premiums   Miscellaneous 


$  3,743,418 
3.638.192 

$  (105.226) 


S  268,286 
235,293 

$  341,800 
228.238 

$  950,000 
1.004.270 

$ 

1,689 

0 

$  (32.993) 

$  (113.562) 

$   54,270 

$3,075,284 
2.958.513 

$  3,745 
89 

$ 

(1.689: 

$  ^116,771) 

$(3.656) 

$47,500,000 
40.508.613 

$(6.991.387) 


$  340, 
173, 

,000 
,690 

*i 

166.310) 

$ 

6, 
5 

,000 
,535 

$ 

■ 

( 

[465) 

Other 

F  i  nanc  i  ng 

Sources 


Federal 


$  3,925,020  $35,849,948 
2.432.068   31.647.839 


Total 

$       340,000 
173.690 

$     (166.310) 


$45,765,476 
39.477.899 


$(1.492.952)  $(4.202.109)    $(6.287.577) 


$   150,000    $   150,000 
100.363        100.363 


514,400 
497.764 

$^ 

1^ 

,637) 

$   (49.637) 

$ 

$  2,076,175 
1.965.565 

$ 

(16.636) 

$  (110.610) 

$  3,079,029 
2.958.602 

$  (120,427) 

$14 
14 

,400, 
.611, 

,000 
.788 

$65,500,000 
62.365.548 

$ 

211. 

■  788 

$(3,134,452) 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 


A-5 


DEPARTMENT  OF  LABOR  &  INDUSTRY 
SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


Licenses    Charges 

and        for        Fines  & 
Permits     Services     Forfeits 


Federal 

Indirect 

Cost 

Recoveries 


Sale  of 
Documents, 
Merchandise 
&  Property 


Contributions 
and  Premiums 


Mi  see  I laneous 


Other 

Financing 

Sources 


Federal 


Total 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$37,000 
32.788 


$1,6«3,970 
1,625,201 


$^94,300 
^94.298 


$(A.212)   $  (18.769) 


$2,641,405 
2^426^434 


$  3,500 
0 


$  (214.971)    $(3.500) 


$  1,500,000 
1.384.238 

$  (115.762) 


$216,760 
177.752 

$(39.008) 


$  5,956 
4.182 


$2,204,142 
2.054.137 


$34,285,383 
30.640.425 


$  (150.005)   $(3.644.958) 


$   152,000 
149.911 


(2.089) 


$53,000,000 
45.230.835 

$(7.769.165) 


$  7,548,000 
7.547.128 


$      216,760 
177.752 


(39.008) 


$40,170,751 
36.235.269 


$   152,000 
149.911 


(2.089) 


$  2,644,905 
2.426.434 

$  (218.471) 


$60,548,000 
52.777.963 


(872)     $(7.770.037) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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DEPARTMENT  OF  LABOR  &  INDUSTRY 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


BUDGET  AND  ACTUAL 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


Job 

Service 
Division 


1.874.836 
9.811.128 


Unemployment 
Insurance 


Commissioner/ 
Centralized   Employment 
Services    Relations 


$  7,936,292    $  2,145,105    $1,523,450 


$1,342,069 
7,425 

506.662      351.372      317.555 
2.651.767     1.874.822     1.667.049 


Legal 
Services 
Division 

$482,152 

106.860 
589,012 


Research, 

Safety  and 

Training 

$1,439,122 

1,215 

342.686 

1.783.023 


Workers'        Job 
Human  Rights  Compensation    Training 
Commission     Judge        Grants 


$283,086 

3,825 

67.217 

354.128 


$216,972 

44.470 
26  L  442 


Total 

$15,368,248 

12,465 

3.611.658 

18.992.371 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Total 


1 


701,610 

340.765 

224,782 

137,712 

28,695 

145,813 

10,128 

16,303 

381,614 

114,759 

204,146 

78,286 

37,913 

82,324 

9,456 

7,840 

362,640 

66,961 

48,647 

99,574 

39,077 

55,042 

28,351 

7,587 

287,696 

90,525 

21,527 

47,513 

9,917 

137,385 

33,593 

11,076 

257,163 

20,064 

203,409 

88,755 

3,147 

8,994 

12,913 

21,258 

125,225 

272 

14,980 

395,457 

41,924 

74,778 

30,598 

4,780 

25,789 

4,107 

2,965 

406.515 

790,449 

114.970 

394.088 

140.227 

409,195 

51.453 

25.180 

3.917.920 


819.815 
819.815 


1,465,719 


105^273 


105.273 


892, 

,259 

60, 

,755 

60, 

,755 

891.506     263.756 


27.408 
27.408 


5.916 
5.916 


864.542 


60.835 
60.835 


150.001 


2.680 
2.680 


92.209 


4.539 
4.539 


1,605,808 
916,338 
707,879 
639,232 
615,703 
140,477 
580,398 
3.332.077 
8.537.912 


1.087.221 
1.087.221 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


24,000 


24.000 


109.870 
109.870 


$    213,888 

13.666.421 

$  13.880.309 


237,888 
13.776.291 
14.014.179 


BENEFITS  &  CLAIMS 
To  Individuals 
From  State  Sources 
Total 


965,120 

402.779 

1.367.899 


965,120 

402.779 

1.367.899 


TRANSFERS 
Mandatory  Transfers 
Total 


496.237 
496.237 


496.237 
496.237 


TOTAL  PROGRAM  EXPENDITURES 


$14.572.863 


4.222.759 


$2.827.836    $3.953.862    $858.684    $2.818.270 


$506.809 


$358.190 


$  14,376.546 


$44,495,819 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


150,276 

107.469 

42.807 


$15,083,313 

14.465.394 

$   617.919 


4,437,273 
4.222.759 

214.514 


22,117 

8.454 

13.663 


$2,886,945 

2.819.382 

$   67,563 


423,224 

417.147 
6,077 


$2,322,489 

2.190.462 
$  132.027 


$1,415,316 

1.346.164 

$   69.152 


3,745 
89 


3.656 


$2,945,493 

2.818.270 

$  127.223 


$332,381 

326.598 

$  5.783 


$200,979 

180.211 

$  20,768 


$373,959 

358.190 

$  15.769 


18,047 
16.753 


1,294 


$  16,294,627 

14.359.793 
$  1,934,834 


$   923,928 

867.967 

$    55.961 


$42,428,047 

39.323.086 

$  3.104,961 


$  1,415,316 

1.346.164 

$    69.152 


$  3,029,825 

2.958.602 

$    71.223 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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DEPARTHEMT  OF  LABOR  &  INDUSTRY 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


Job 

Service 

Division 

$  7,106,817 

1.651.428 
8.758.245 


Unenployment 
Insurance 

$1,781,342 

25 

420.589 

2.201.956 


Conmissioner/ 
Centralized    Employment 
Services    Relations 


$1,462,422 

327.482 
1.789.904 


$1,185,369 

7,150 

271.993 

1.464.512 


Legal 
Services 
Division 

$431,836 

93.868 

525.704 


Research, 

Safety  and 

Training 

$1,382,106 

2,025 

320.235 

1.704.366 


Hunan  Rights 
Conniission 

$232,558 

3,250 

54.681 

290,489 


Workers' 

Job 

Compensation 

Training 

Judge 

Grants 

$198,976 

39.782 
238.758 


Total 

$13,781,426 

12,450 

3.180.058 

16.973.934 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


551,843 
337,035 
392,980 
219,494 
308,275 
128,146 
320,425 


1 

,218, 

,809 

3 

,477, 

,007 

98, 

,754 

98, 

,754 

320,260 

64,269 

60,660 

77,732 

24,999 

291 

29,087 

723.529 

1.300.827 


41,760 


154,904 

142,777 

6,960 

219,501 

27,585 

11,427 

38,954 

88,102 

38,096 

39,878 

44,914 

8,964 

200,527 

115,258 

2,974 

64 

19,894 

62,850 

28,452 

2,852 

142.609 

220.397 

82.384 

41.760 


859.287 


25,021 

3.600 
28.621 


687.379 


8,497 


8.497 


153.657 


10,756 


10.756 


172,683 
91,280 
59,929 

135,322 
14,244 

39,219 
380.975 
893.652 


59,104 


59.104 


5,929 

9,030 

23,371 

24,510 

11,844 

2,758 

31.537 

108.979 


6,104 


6,104 


17,480 

4,632 

6,182 

12,321 

21,409 

15 

2,038 

11.352 

75.429 


1,372,836 
764,759 
708,274 
563,135 
699,530 
148,410 
487,681 
2.811.592 
7.556.217 


249,996 

3.600 
253,596 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


$  209,671 
14.125.294 
14,334,965 


209,671 
14.125.294 
14.334.965 


BENEFITS  &  CLAIMS 
From  State  Sources 
Total 


486.486 
486,486 


486.486 
486,486 


TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$12 

,334, 

,006 

$ 

340, 
299, 

,553 
,839 

$ 

_  40, 

,714 

$3,544,543 


$2.677.812    $2.646.874    $690.117    $2.657.122      $405.572 


$  525,077  $256,508 

493.703  255.269 

$   31,374  $  1,239 


$314.187     $14.334.965   $39.605.198 


$   174,809   $  1,296,947 

35.178     1.083.989 

$   139.631   $   212.958 


SPECIAL  REVENUE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$12,725,507 

12.034.167 

$   691.340 


$3,697,632 

3.544.543 

$  153.089 


$  485,955 

372.478 

$  113.477 


$2,548,326 

2.305.334 

$  242.992 


$2,275,490 

2.153.171 

$  122,319 


3,500 
0 


3.500 


$635,238 

569.018 

$  66.220 


$130,466 

121.099 

$  9.367 


$3,839,532 

2.657.122 

$1.182.410 


$200,595 

150.303 

$  50^292 


$330,381 

314.187 

$  16,194 


$18,353,288 

14.299.787 

$  4.053.501 


$42,543,618 

36.094.776 

$  6.448.842 


$  2,682,292 

2.426.433 

$   255.859 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


1.         Summaiy  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  and 
Expendable  Trust  Funds.   In  applying  the  modified  accrual 
basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

State  accounting  policy  also  requires  the  department  to 
record  the  cost  of  employees'  annual  leave  and  sick  leave 
when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Proprietary 
Funds.   Under  the  accrual  basis,  as  defined  by  state  accounting 
policy,  the  department  records  revenues  in  the  accounting  period 
earned  if  measurable  and  records  expenses  in  the  period 
incurred,  if  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order 
before  fiscal  year-end,  but  not  received  as  of  fiscal  year-end; 
and  equipment  ordered  with  a  purchase  order  before  fiscal  year- 
end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.   Accounts  are  organized  in  funds  according 
to  state  law.  The  department  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   Department  activity  recorded  in  Special  Revenue 
Funds  is  primarily  related  to  federal  assistance  programs  and  the 
unemployment  administrative  tax  fund. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for 
the  payment  of  General  Long-Term  Debt  Principal  and  Interest. 
Federal  Assistance  funds  received  to  service  a  portion  of  the 
debt  on  the  department's  headquarters  are  accounted  for  in  this 
fund. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or 
services  to  other  agencies  or  departments  on  a  cost-reimburse- 
ment basis.   Department  Internal  Service  Funds  include  the 
Commissioner's  Office  and  Office  of  Information  Services. 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises, 
where  the  legislature  intends  that  the  department  finance  or 
recover  costs  primarily  through  user  charges;  or  (b)  where  the 
legislature  has  decided  that  periodic  determination  of  revenues 
earned,  expenses  incurred  or  net  income  is  appropriate.   Depart- 
ment Enterprise  Funds  include  the  subsequent  injury  and 
uninsured  employers  fund. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State 
in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.   Department 
fiduciary  funds  include  Agency  Funds  and  Expendable  Trust 
Funds.   The  department  accounts  for  the  Unemployment  Insur- 
ance program  in  an  Expendable  Trust  Fund. 
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Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  accompanying  financial  schedules.  In 
the  Proprietary  Funds,  the  increase  in  annual  and  25  percent  of 
the  increase  in  sick  leave  are  recognized  as  nonbudgeted 
expenses  when  the  related  liability  is  recorded  at  year  end.   The 
department  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.  At  June  30,  1992  the  department  had  a 
liability  of  $2,064,263. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to 
PERS  was  $863,180  in  fiscal  year  1990-91  and  $960,498  in 
fiscal  year  1991-92. 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their  appro- 
priation limits.  Thus,  on  an  agency's  schedules,  the  General 
Fund  beginning  and  ending  fund  balance  will  always  be  zero. 


5. 


Direct  Entries  to  Fund 
Balance 


The  following  transactions  occurred  during  the  audit  period  that 
relate  to  direct  entries  to  fund  balance: 


During  the  January  1992  Special  Legislative  Session  the 
department  was  directed  to  transfer  $1.5  million  from  its 
Unemployment  Insurance  Administrative  Tax  Account  in 
the  Special  Revenue  Fund  to  the  General  Fund. 

The  department  moved  approximately  $1.2  million  of 
penalties  and  interest  to  a  different  accounting  entity 
within  the  Special  Revenue  Fund. 

The  department  transferred  approximately  $6.8  million 
from  the  Unemployment  Insurance  Trust  Account  in  the 
Expendable  Trust  Fund  to  the  Special  Revenue  Fund  to 
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properly  account  for  the  revenue  in  the  Special  Revenue 
Fund. 

The  department  transferred  approximately  $2.1  million 
from  the  Subsequent  Injury  Fund  in  the  Expendable  Trust 
Fund  to  the  Enterprise  Fund. 


Revenue  Classifications  At  the  beginning  of  fiscal  year  1991-92,  the  department  changed 

procedures  related  to  recording  revenue  on  the  state's  accounting 
system.  As  a  result,  significant  differences  exist  in  the  amounts 
recorded  between  fiscal  year  1990-91  and  1991-92  revenue 
classifications  for  investment  earnings,  premium  contributions, 
and  federal  revenue. 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 
COMMISSIONER'S  OFFICE 


MAR  -  I  1993    "''^ 


':  I  '  fi 


MARC  RACICOT.  GOVERNOR 


fill 


r.ojBox  rJ28'  ^-' 


STATC  OF  MONT/^A 


(406)  444-3555 
FAX  (406)444-1394 


HELENA.  MONTANA  59624 


March  1,  1993 


Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT    59620 

Dear  Scott: 

Attached  is  our  response  to  the  narrative  segment  of  your  final 
report  on  the  audit  of  the  Department  of  Labor  and  Industry. 
Copies  of  the  audit  report  you  provided  to  us  are  also  enclosed. 

We  appreciate  the  cooperation  of  you  and  your  staff  in  taking  the 
time  to  review  the  audit  findings  with  us  in  detail. 

The  department  administrators  and  I  will  be  happy  to  continue 
working  with  you  and  the  Legislative  Audit  Committee  to  answer 
questions  about  the  audit  and  our  response. 


Thank  you  for  your  help. 


Sincerely, 


^URIE  EKA^GER 
Commissioner 


ENC 
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MONTANA  DEPARTMENT  OF  LABOR  AND  INDUSTRY 

Response  to  the  Legislative  Financial-Compliance  Audit 
for  the  Two  Fiscal  Years  Ended  June  30,  1992 


Recommendation  #1 

We  recommend  the  department: 

A.  Only  charge  allowable  expenditures  to  federal  programs. 

Department ' s  Response : 

Concur.  The  department  has  charged  only  allowable  expenditures  to 
federal  programs. 

B.  Determine   if  additional  costs  exist  to  charge   federal 
progreuns. 

Department ' s  Response ; 

Partially  concur.  The  department  has  already  done  this  and 
provided  the  following  information  to  the  auditors.  The  department 
did  determine  that  additional  costs  exist  to  charge  federal 
programs.  In  fiscal  year  1991  the  department  received  $62,047  of 
revenue  related  to  rental  of  the  Job  Service  Local  Offices. 
Although  the  majority  of  Job  Service  Office  expenditures  are 
charged  to  federal  programs,  the  Unemployment  Insurance 
Administrative  Fund  Tax  (Admin  Tax)  supplemented  these  same  federal 
programs  $602,302  in  fiscal  1991.  The  $62,047  is  more  than  offset 
by  the  supplementation.  Therefore,  there  seems  to  be  no  value  in 
going  back  to  fiscal  year  1991  and  adjusting  the  federal  reports  to 
reflect  that  the  rental  costs  should  be  less  and  other  operating 
costs  should  be  more  with  the  net  effect  being  zero.  This  is 
especially  true  since  the  adjustments  would  not  have  an  affect  on 
federal  reports. 

The  department  has  modified  its  internal  accounting  procedures  to 
more  clearly  account  for  rental  activity. 
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Recommendation  #2 

We  recommend  the  department: 

A.   Pay  EUCA  benefits  only  to  eligible  individuals. 

Department  Response; 

Concur.  Congress  passed  the  Emergency  Unemployment  Compensation 
Act  in  November  of  1991  effective  immediately  upon  passage.  States 
were  told  to  issue  benefits  as  quickly  as  possible  even  though 
federal  rules  and  guidelines  were  issued  after  the  initial 
implementation  and  continued  to  change  for  the  next  6  months. 
Initially,  states  were  allowed  to  waive  worksearch  requirements 
when  claims  were  backdated  because  of  the  rapid  start-up.  Claimants 
were  not  to  be  penalized  when  they  did  not  have  proper  notice  of 
the  requirements.  There  was  a  great  deal  of  discussion  among 
states  and  at  the  national  level  on  what  constituted  "systematic 
and  sustained"  worksearch.  In  the  beginning,  States  were  told  to 
come  up  with  their  own  definition  based  on  local  labor  market 
conditions.  In  February,  of  1992,  USDOL  issued  an  interpretation 
stating  claimants  must  look  for  work  on  two  separate  days  of  the 
week.  It  was  very  difficult  for  Montanans  in  rural  areas  to  drive 
in  up  to  100  miles  in  the  winter  to  look  for  work  on  two  separate 
days  rather  than  making  5  or  6  contacts  in  one  day. 

The  Unemployment  Insurance  Division  issued  warnings  primarily 
because: 

1.  The  claimant  conducted  two  or  more  work  searches  on  the 
same  day  rather  than  on  two  separate  days  of  the  week. 

2.  The  claimant  wrote  the  wrong  month,  day  of  the  week 
or  year. 

3.  The  claimant  made  a  duplicate  contact  with  the  same 
employer  without  explanation.  Usually  one  contact  was  a  job 
search  and  the  next  was  an  interview  or  a  call  back  in  the 
second  week  of  the  claim  period  which  would  be  acceptable. 

4.  The  claimant  stated  the  contact  occurred  on  Saturday 
rather  than  Sunday  when  the  claim  period  begins. 

The  Division  generally  issued  warnings  when  the  claimant  had 
misunderstood  worksearch  requirements  or  made  an  obvious  clerical 
error  on  the  form.  Warnings  were  never  issued  when  it  was  clear 
the  claimant  was  trying  to  subvert  the  intention  of  EUCA  by  not 
looking  for  work. 

The  consequence  of  worksearch  error  on  the  worksearch  form  is  what 
is  called  a  4  X  4  disqualification.  The  claimant  is  disqualified 
from  receiving  EUCA  until  they  get  a  job,  earn  4  times  their  Weekly 
Benefit  Amount  in  4  separate  weeks  and  are  separated  from  that 
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employment  through  no  fault  of  their  own.  Because  of  the  severity 
of  the  consequence,  the  Division  wanted  to  make  sure  claimants  were 
not  cut  off  because  of  the  claimant's  clerical  mistakes. 

However,  based  on  concerns  listed  in  the  audit,  we  now  issue  a 
letter  to  all  claimants  reminding  them  of  the  consequences  of 
errors  and  letting  them  know  that  their  benefits  will  be  cut  off  if 
the  worksearch  form  is  not  completed  properly.  We  also  send  each 
new  claimant  a  packet  outlining  the  requirements.  This  is  in 
addition  to  the  Benefits  rights  and  responsibilities  explanation, 
they  receive  at  the  Job  Service  local  offices. 

Current  federal  EUCA  worksearch  requirements  will  be  suspended  at 
the  federal  level  as  of  March  6,  1993.  EUCA  is  expected  to 
continue  through  October,  1993.  Montana  UI  worksearch  requirements 
will  then  govern  availability.  In  the  last  year  and  one-half, 
USDOL  has  conducted  two  federal  reviews  of  Montana's  emergency 
benefits  program;  neither  have  cited  the  process  we  use  for  EUCA 
worksearch  as  a  problem. 


B.  Develop  written  procedures  for  review  of  work  search  docvimen- 
tation. 

Department ' s  Response ; 

Concur.  Written  policies  are  available  in  the  local  office  manual, 
the  claimant  guide  and  in  memos.  On  January  8,  1993,  the  UI 
Division  wrote  a  memo  to  staff  reminding  them  of  the  proper 
procedures  to  verify  worksearch. 


C.  Provide  additional  training  to  employees  to  ensure  the 
department  complies  with  federal  and  state  regulations  related  to 
EUCA. 

Department's  Response; 

Partially  concur.  The  Division  has  an  on-going  commitment  to 
training.  We  conducted  EUCA  satellite  training  in  December,  1991 
and  three  classroom  training  sessions  across  the  state  June  and 
October,  1992.  Also,  we've  set  up  several  telephone  conference 
calls  and  issued  numerous  memos.  Since  EUCA  worksearch  require- 
ments will  be  suspended  as  of  March  6,  1993,  further  training  will 
not  be  necessary. 
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Recommendation  #3 

We  recommend  the  department  establish  procedures  to  ensure  the 
accuracy  and  completeness  of  the  SFFA  submitted  to  the  Governor's 
Office. 

Department's  Response: 

Partially  concur.  The  department  already  ensures  the  accuracy  and 
completeness  of  the  SFFA  submitted  to  the  Governor's  Office  by 
annually  reconciling  fiscal  year  end  SBAS  expenditures  to  federal 
accounting  entities.  The  Unemployment  Insurance  (UI)  benefit 
payments  are  reconciled  monthly  to  the  UI  Financial  Summary  federal 
report  and  the  Benefit  System  and  SBAS. 

The  fiscal  year  1992  errors  referenced  in  the  Legislative  Audit 
Findings  were  noted  and  corrected  on  internal  reports  and  properly 
reported  on  federal  quarterly  reports.  The  department  offered  to 
file  an  amended  report  with  the  Governor's  Office,  but  the  auditor 
stated  that  it  would  not  be  necessary  as  they  would  take  the 
responsibility  of  passing  the  information  to  the  Governor's  Office. 

Recommendation  #4 

We  recommend  the  department: 

A.    Determine  the  source  of  the  funds  in  the  deferred  revenue 
account  and  make  any  necessary  reversions  to  the  General  Fund. 

Department ' s  Response : 

Partially  concur.  The  department  did  research  the  deferred  revenue 
account.  Information  provided  to  the  auditors  during  the  audit 
indicated  adjustments  totaling  approximately  $40,000  were  being 
made,  which  decreased  the  deferred  revenue  balance  to  $3  65,441. 
During  the  research  it  became  apparent  that  precise  reconciliation 
for  this  balance  might  not  be  feasible  or  cost  effective.  It  did 
appear  that  the  deferred  revenue  consisted  primarily  of  prior 
years'  miscellaneous  revenue  and  the  transition  from  an  old  federal 
cost  accounting  system  to  SBAS.  Since  the  department  has  used  over 
$3,000,000  (from  FY  1989  to  FY  1992)  in  UI  Administration  Tax 
(Admin  Tax)  to  cover  expenditures  that  were  chargeable  to  these 
federal  programs  had  the  funding  been  available,  then  it  seems 
reasonable  to  return  this  accumulated  excess  of  $365,441  back  to 
the  Admin  Tax  account  not  to  the  General  Fund. 
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B.    Record  collections  from  rental  income  on  the  accounting 
records  as  revenue  in  the  appropriate  revenue  class. 

Department's  Response: 

Concur.  The  department  has  taken  the  necessary  steps  to  establish 
an  account  to  record  rental  income  from  non  federal  sources  as 
revenue.  Correspondingly,  rent  expense  for  nonfederal  programs 
will  be  disbursed  from  this  account. 


Recommendation  #5 

We  recommend  the  department: 

A.  Monitor  and  adjust  its  cost  allocations  to  cover  actual 
expenses  of  central  operations. 

Department's  Response: 

Concur.  The  department  does  monitor  and  adjust  its  cost 
allocations  to  cover  actual  expense  of  central  operations  by 
calculating  carry  forward  to  the  following  years  Plan. 

B.  Adjust  accounting  records  to  reflect  fund  balance  for  amounts 
earned  in  previous  year. 

Department's  Response: 

Concur.  The  fund  balance  should  be  recorded  as  such.  It  appears 
that  when  the  Cost  Allocation  Plan  activity  was  moved  from  the 
Federal  Special  Revenue  Fund,  which  requires  revenues  and 
expenditures  to  balance,  this  change  was  missed.  This  does  not 
result  in  an  "overcharge"  to  the  federal  government  since  the  Plan 
is  approved  and  carry  forward  is  recognized  in  the  following  year's 
Plan. 
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Recommendation  #6 

We  recommend  the  department  transfer  $177,637  to  the  General  fund 
to  repay  overmatch  on  job  training  programs. 

Department's  Response: 

Concur.  The  department  made  such  transfer  January  6,  1993.  The 
supporting  documentation  was  previously  requested  and  provided  to 
the  Legislative  Auditor. 


Recommendation  #7 

We  recommend  the  department  properly  record  assets  purchased  which 
are  of  a  nonconsvunable  in  nature  and  have  an  estimated  life  of  more 
than  one  year  as  equipment  expenditures. 

Department ' s  Response ; 

Do  not  concur.  The  department  based  its  interpretation  on 
Management  Memo  2-89-1  issued  July  15,  1988  which  states,  "for 
financial  reporting  purposes,  we've  determined  it  unnecessary  to 
capitalize  fixed  assets  with  a  unit  cost  of  less  than  $1,000." 

This  amount  ($1,000)  is  within  the  amount  specified  by  federal 
regulation.  In  addition  the  Codified  Federal  Register,  Part  97, 
which  recognizes  degree  of  materiality,  defines  equipment  as 
tangible  personal  property  having  a  useful  life  of  more  than  one 
year  and  an  acquisition  cost  of  $5,000  or  more. 

Because  several  other  agencies  also  account  for  items  less  than 
$1,000  as  operating  expenses,  a  draft  management  memo  was  issued 
March  9,  1992  which  provides  some  general  information  on  the 
classification  of  such  expenditures.  The  department  is  waiting  for 
the  Department  of  Administration  to  finalize  this  memo  before  it 
determines  if  any  change  is  necessary. 


Recommendation  #8 

We  recommend  the  department  record  transactions  on  the  accounting 
records  to  present  the  reimbursement  for  the  amount  of  disability 
benefits  and  medical  payments  due  the  department  in  accordance  with 
state  law. 

Department ' s  Response ; 

Partially  concur.  The  monies  in  the  uninsured  employer's  fund 
(UEF)  are  used  to  administer  the  fund  and  to  pay  benefit  and  claims 
to  injured  workers  to  the  extent  that  the  employer  has  not  paid  the 
employee  or  service  provider.   Both  are  recorded  as  an  expenditure 
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in  the  UEF.  Monies  collected  from  the  employer  but  not  yet 
disbursed  to  the  injured  worker  are  recorded  as  property  held  in 
trust.  Monies  collected  from  the  employer  for  which  disbursement 
has  occurred  are  recorded  as  an  abatement  of  expenditure.  In 
either  case,  the  monies  do  not  represent  revenue  activity  to  the 
fund. 

The  department  will  consider  recording  an  expenditure  abatement 
receivable  at  fiscal  year  end  1993  if  such  an  amount  is  measurable 
and  reasonable. 


Recommendation  #9 

We  recommend  the  department  record  its  financial  activity  on  SBAS 
in  accordance  with  state  accounting  laws  and  policies. 

Department ' s  Response ; 

Concur.  The  department  makes  every  effort  to  record  its  financial 
activity  on  SBAS  in  accordance  with  state  accounting  laws  and 
policies.  At  the  time  the  department  became  aware  of  any 
misstatements,  and  if  adjustments  were  necessary,  the  department 
made  those  adjustments.  For  example,  the  department  reversed  the 
liability  for  compensated  absences  in  its  Internal  Service  fund  for 
fiscal  year  end  1992  on  September  1,  1992.  When  the  adjustment  is 
closed  to  fund  balance  at  fiscal  year  end  1993  the  fund  balance 
will  be  properly  stated. 

During  fiscal  year  1990-91,  the  department  recorded  interest  on 
Montana's  balance  in  the  U.S.  Unemployment  Trust  Fund  as  federal 
revenue  (by  revenue  class  code) .  The  object  of  revenue  tied  to  the 
revenue  class  was  approved  by  the  Department  of  Administration  and 
entered  on  SBAS  to  properly  classify  the  earnings  as  "U.S.  Treasury 
Interest  Credits"  and  "Interest  on  .1%  Job  Service  Admin  Tax." 
Department  of  Administration  reported  these  interest  earnings 
properly  in  the  statewide  financial  statements. 


Recommendation  #10: 

We  recommend  the  department  suspend  terminated  employees'  access  to 
computer  systems  and  data  on  a  timely  basis. 

Department  Response: 

Concur  with  the  recommendation  but  partially  concur  with  the 
finding.   There  were  clearly  instances  where  the  department  was 
not  prompt  in  suspending  a  terminated  employees'  access  to 
systems  and  data  as  it  should  have.   However,  the  finding  is 
systemic  in  that  the  mainframe  ACF2  security  function  requires  a 
team  effort  between  the  agency  and  the  Department  of  Administra- 
tion.  There  are  perhaps  areas  of  the  security  program  that  could 


B-in 


be  refined  so  as  not  to  place  an  undo  burden  on  the  agency 
security  officers  and  yet  meet  the  goals  of  the  program  itself. 
Meanwhile,  the  department  security  officer  will  continue  random 
checks  to  ensure  suspension  of  system  and  data  access  for  termi- 
nated employees  is  timely. 

Recommendation  #  11 

We  recommend  the  Department  either  reprogreun  the  BeAR  system  to 
limit  access  to  specific  data  or  establish  other  procedures  to 
ensure  employees  access  only  data  screens  required  to  perform 
their  work. 

Department  Response; 

Partially  concur.   While  we  agree  with  the  merits  of  this  recom- 
mendation, the  cost  of  $19,000  is  extremely  high.   We  also  have  a 
limited  number  of  programmers  who  can  work  on  the  BeAR.   In 
November  of  1991,  Congress  passed  the  Emergency  Unemployment 
Compensation  which  has  required  extensive  programming.   They 
also  spent  time  programming  provisions  enacted  by  the  1991 
Montana  Legislature  and  fixing  federally  required  reports  which 
were  not  correct.  That  left  very  little  time  for  any  revisions  to 
the  system. 

We  recently  began  an  in  depth  study  of  our  mainframe  system  to 
determine  its  overall  adequacy.   The  study  should  provide  us  with 
recommendations  on  how  to  overcome  system  deficiencies,  one  of 
which  is  the  difficulty  in  programming  enhancements.   Broader 
security  access  will  certainly  be  part  of  that  study.   However, 
without  further  funding,   we  will  not  be  able  to  implement  this 
recommendation  in  the  next  two  years. 


Recommendation  #12 

We  recommend  the  department  comply  with  line-item  provisions  of 
the  appropriations  laws. 

Department ' s  Response : 

Partially  concur.   Although  we  agree  with  the  recommendation  we 
do  not  agree  with  the  findings.   The  department  did  not  distrib- 
ute the  money  to  the  Office  of  Public  Instruction  because  of  a 
signed  agreement  by  the  Superintendent  of  Public  Instruction 
Nancy  Keenan  and  Governor  Stephens  to  administer  the  Jobs  for 
Montana  Graduates  Program  out  of  the  Job  Service  Division  of  the 
department.   This  document  was  provided  to  staff  of  the  Legisla- 
tive Auditor's  Office  on  a  couple  of  occasions.   The  department 
brought  the  inconsistency  to  the  attention  of  the  Human  Services 
and  Aging  Subcommittee  who  dismissed  it  because  the  change  from 
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the  general  appropriations  act  had  been  agreed  to  by  the  parties 
involved. 


Recommendation  #13: 

We  recommend  the  department  comply  with  the  mine  map  law  or,  if 
necessary,  seek  legislation  to  clarify  the  law. 

Department  Response: 

Concur.   The  Mining  Section  of  the  Safety  Bureau  will  institute  a 
procedure  to  ensure  that  the  updated  survey  maps  are  received 
every  six  months.   Currently  we  are  required  to  record  the 
tonnage  of  coal  produced  in  each  mine  every  month.   We  will  begin 
indicating  when  maps  are  received  on  that  form  and  notify  indi- 
vidual mines  when  they  are  due  or  delinquent  in  sending  updates. 
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